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The High-Employment Budget: Revised Estimates 
and Automatic Inflation Effects 

Xhe high-employment budget pro
vides a summary measure of the ef
fects of a Federal fiscal program on 
aggregate demand. It is a better meas
ure for this purpose than the actual 
budget because it excludes the 
changes in receipts and expenditures 
that are automatic responses to fluc
tuations in economic activity. The No
vember 1980 SURVEY OF CUKRENT 
BUSINESS presented historical esti
mates of the high-employment budget, 
prepared jointly by BEA, the Council 
of Economic Advisers (CEA), the Fed
eral Reserve Board, the Office of 
Management and Budget, and the 
Treasury.^ 

This article presents revised esti
mates. The revisions are primarily 
due to the comprehensive revisions in 
the national income and product ac
counts (NIPA's) that became available 
in December 1980. Potential GNP— 
the trend level of real output from 
which cyclical deviations are meas
ured in calculating the high-employ
ment budget—was revised by the 
CEA to be consistent with the NIPA 
revisions.^ Minor factors contributing 
to the revisions of the high-employ
ment budget are (1) new labor force 
statistics incorporating the results of 
the 1980 Census, (2) reestimates, using 
recent data, of some of the equations 
used to calculate the high-employ
ment budget, and (3) small changes in 
methodology.^ 

1. Frank de Leeuw, Thomas M. HoUoway, Darwin 
G. Johnson, David S. McClain, and Charles A. Waite, 
"The High-Employment Budget: New Estimates, 1955-
80," SURVEY OF CUKKENT BUSINESS, 60 (November 
1980): 13-43. 

2. The potential GNP estimates used in this article 
are the provisional revisions discussed by the CEA in 
Economic Report of the President (January 1981), pp. 
180-81. 

3. The chEuiges in methodology include new income 
share equations, discussed below, and cyclical adjust
ments in net interest and in Federal Reserve profits 
taxes (payments by Federal Reserve banks to the U.S. 
Treasury, treated as taxes in the NIPA's). 

In addition, this article presents, for 
the first time, estimates of changes in 
the high-emplojonent budget due to 
the automatic response of receipts 
and expenditures to inflation. One 
major limitation of the previously 
published budget estimates as a meas
ure of discretionary fiscal policy is 
that they are highly sensitive not 
only to (discretionary policy, such as 
new tax laws or spending programs, 
but also to other factors—to demo
graphic changes, to changes in eco
nomic growth, and especially to infla
tion. Inflation automatically raises ex
penditures because several important 
Federal programs, such as social secu
rity, are linked to changes in some 
measure of the general price level; at 

the same time, inflation automatical
ly raises receipts because higher 
prices mean higher dollar amounts 
subject to tax and, in the case of per
sonal income taxes, higher marginal 
tax rates applied to these higher 
dollar amounts.- In recent years, infla
tion has also resulted in a higher tax
able wage base for social security con
tributions. The impact of inflation on 
receipts has tended to be larger than 
the impact on expenditures, and 
therefore inflation has tended to push 
the Federal budget towards surplus. 

It is useful to measure this auto
matic inflation effect and to subtract 
it from total changes in the high-em-
plo5Tnent budget. The residual sum
marizes budget changes apart from 
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both cycle-induced and inflation-in
duced changes. The residual provides 
a better indication of changes that 
are discretionary than the total high-
employment budget. The residual, 
however, is not necessarily a better 
measure of the effect of fiscal policy 
on aggregate demand. Inflation-in
duced budget changes and discretion
ary budget changes both affect aggre
gate demand, and an analysis of fiscal 
policy needs to take both types of 
change into account. 

The remainder of this article is in 
two sections. The first is a summary 
of results of the revisions of the high-
employment budget and of the separa
tion of changes in this budget into 
changes due to the automatic infla
tion effect and changes due to other 
factors. The second section describes 
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the methodology used to estimate the 
automatic inflation effect on changes 
in the high-employment budget. 

Results 
Revised estimates 

Chart 4 shows the revised high-em
ployment surplus or deficit from 1970 
to the present, and the dollar esti
mates published in the November 
1980 SURVEY. The chart shows two pe
riods of substantial reduction ($5 bil
lion or more) from the previously pub
lished estimates, one in 1974 and the 
other in 1979 and the first half of 
1980. In both periods, the main source 
of reduction is the comprehensive re
visions of the NIPA's. The 1974 reduc
tion is due to the decreased severity 
of the 1974-75 downturn in the re-

High-Employment Expenditures. Receipts, and Surplus/Deficit 
as a Percentage of Potential GNP 

Percentage of potentral GNP 
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Table 1.—Revisions in Estimates of the High-
Employment Surplus or Deficit, Selected 
Quarters 

[Billions of dollars, seasonally adjusted annual rates] 

Date 

1970 2 
1970 3 

1974 2 
1974 3 

1979 3 
1979 4 
19801 
1980 2 

Revised 
sur
plus/ 
defi

cit!-) 

-6.3 
-7.8 

-4.2 
4.1 

-2.7 
-7.7 

-18.3 
-21.7 

Previ
ously 
pub

lished 
sur

plus/ 
defi

cit!-) 

-5.4 
-6.0 

4.4 
10.5 

7.4 
5.1 
1.4 
1.0 

Revi
sions 

-0.9 
-1.8 

-8.6 
-6.4 

-lO.I 
-12.8 
-19.7 
-22.7 

Sources of 
revisions 

NIPA 
revi
sions 

-1.6 
-2.4 

-9.2 
-6.7 

-9.7 
-12.1 
-18.5 
-22.6 

Reesti-
mated 
equa
tions 
and 

method
ology 

changes 

0.7 
.6 

.6 

.3 

- .4 
- .7 

-1.2 
- . 1 

1970 71 72 73 74 
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vised NIPA's; this decreased severity 
reduces the difference between the 
actual budget and the high-employ
ment budget. The 1979-80 reduction 
is mainly due to downward revisions 
in Federal receipts. 

The high-employment surplus/defi
cit has fluctuated widely in recent 
years. Chart 5 shows high-employ
ment receipts, expenditures, and the 
surplus/deficit, each expressed as a 
percent of potential GNP, and pro
vides some indication of the sources of 
these fluctuations. From 1976 through 
1981, high-employment Receipts in
creased as a percent of potential GNP 
in most quarters; the increase was 
due to inflation throughout the period 
and. to the introduction of the wind
fall profits tax in 1980. This upward 
movement was interrupted by tax 
cuts in 1977 and at the end of 1981. 
High-employment expenditures fluc
tuated around 21 percent of potential 
GNP from 1975 through 1979, then 
rose to 22 percent by 1981:1, and sub
sequently held at a ratio near 22 per
cent. 

The sources of the revisions in the 
high-employment budget for selected 
quarters are shown in table 1. The 
NIPA revisions were the major source 
in all of the quarters shown. The re
maining sources of revision—new 
labor force data, methodological 
changes, and reestimated equations— 
slightly raised the high-employment 
surplus (lowered the deficit) in the 
early 1970's and had the reverse 
effect in recent years. The earlier 
change is mainly due to a higher esti-
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mate of the elasticity of social insur
ance contributions with respect to 
covered wages and salaries; the recent 
change, to a downward revision for 
the last few years in the estimated 
elasticity of personal taxes with re
spect to personal income. It should be 
noted that the respecification of the 
equations for estimating the share of 
various types of income in GNP, 
which was necessary in order to sepa
rate inflation-induced changes from 
other changes, had very little impact 
on total high-employment receipts. 

(The new income share equations are 
described in the methodology section.) 

Table 2 shows revised unemploy
ment rate gaps and GNP gaps under
ljdng the high-employment budget es
timates. The GNP gap, a key concept 
in converting the actual budget to a 
high-emplojmient budget, equals po
tential GNP less actual GNP, divided 
by potential GNP. Table 3 shows re
vised actual and high-employment re
ceipts, expenditures, and the surplus 
or deficit in billions of dollars and as 
a percentage of GNP. 

Sources of Quarterly Change in High-Employment Surplus/Deficit 
Billion $ 
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Sensitivity to potential GNP 

Potential GNP, an estimate of the 
output the economy could produce at 
an assumed high-employment unem
ployment rate, has a strong influence 
on the level of the high-employment 
surplus/deficit and a weaker influ
ence on its changes. Because there is 
a wide range of plausible estimates of 
potential GNP, it is useful to measure 
the sensitivity of the high-employ
ment budget to the level and rate of 
growth of potential GNP. 

The assumed high-employment un-
emplojinent rate underlying the esti
mates of potential GNP used in this 
article is 5.1 percent for 1975-81 
(table 2). Had the assumed rate been 
6 percent, potential GNP would be 
lower by about 1.3 percent. A 6-per
cent high-emplojonent unemployment 
rate would increase the high-employ
ment deficits in 1978 from $15.1 bil
lion to $25.8 billion, in 1979 from $2.1 
billion to $14.3 billion, and in 1980 
from $20.3 billion to $33.7 billion. As 
a percent of potential GNP, the 1978 
deficit would increase from 0.7 per
cent to 1.2 percent, the 1979 deficit 
from 0.1 percent to 0.6 percent, and 
the 1980 deficit from 0.7 percent to 
1.2 percent. 

The estimated rate of growth of 
constant-dollar potential GNP is 2.9 
percent per year since the first quar
ter of 1979, and slightly higher in 
1977-78. Had the estimated growth 
since 1977:1 been 0.5 percentage 
points higher per year, the high-em-
plojonent deficit would have been 
lower by $1.9 billion in 1977:4, $5.1 
billion in 1978:4, $9.0 billion in 1979:4, 
and $13.4 billion in 1980:4. 

Automatic inflation effects 
The separation of changes in the 

high-employment budget into a com
ponent due to the automatic inflation 
effects and a component due to discre
tionary policy changes and other fac
tors is shown in table 4 and chart 6. 
The decomposition of changes in, 
rather than the levels of, the high-em-
plojmaent surplus or deficit avoids the 
need for choosing a "normal" or 
"equilibrium" price level from which 
to measure the deviation of the actual 
price level—a choice that would nec
essarily be arbitrary. 

(text continued on p. 24) 
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In chart 6, which shows changes in 
the high-employment surplus/deficit, 
areas above zero (shaded by diagonal 
lines) represent periods of movement 
toward surplus, and areas below zero 
(shaded by dots) represent periods of 
movement toward deficit. Changes in 
the total high-employment surplus/ 
deficit, shown in the top panel of the 
chart, have fluctuated widely, some
times moving toward deficit and 
sometimes toward surplus. The infla
tion-induced component, shown in the 
middle panel of the chart, has nearly 
always moved toward surplus. This 
component has been increasingly ir
regular since 1975, largely due to pe
riodic inflation adjustments of social 
security and pay of Federal employ
ees. 

The remaining component, reflect
ing discretionary policy changes smd 
other factors, shown in the bottom 
panel of the chart, has usually moved 
toward deficit, especially since 1976. 
The three periods since 1976 in which 
the total has moved toward deficit— 
mid-1977, mid-1979 to mid-1980, and 
late 1981—have all been periods of 
marked movements toward deficit in 
the discretionary and other compo
nent. The periods in which the total 
has moved toward surplus—early 
1977, late 1977 to mid-1979, and late 
1980 to mid-1981—have all been peri
ods of marked movement toward sur
plus in the inflation component. 

Two simulations of an increase in the 
rate of inflation 

A useful calculation based on the 
new methodology is a simulation of 
the automatic effects of increasing the 
rate of inflation one percentage point 
(at an annual rate) above actual infla
tion. Table 5 shows the results of such 
a simulation beginning in the second 
quarter of 1977; results for other 
recent beginning dates would be pro
portional to the size of the Federal 
budget, but otherwise similar to those 
in table 5. The left side of table 5 
shows the effects of this increase in 
the inflation rate on quarterly 
changes in Federal receipts and ex
penditures; the right side of the table 
cumulates these changes to show the 
effects on levels of receipts and ex
penditures. 

The receipts column on the left side 
of the table shows a large initial 

effect, largely due to corporate profits 
taxes. Corporate profits before taxes, 
which are an approximation of the 
tax base, tj^jically rise with an in
crease in the rate of inflation before 
falling back toward their average 
share of national income. Other re
ceipts—personal taxes, contributions 
for social insurance, and indirect busi
ness taxes—rise more slowly, but are 
responsible for most of the effect of 
the increase in the rate of inflation 
on receipts beyond four quarters. The 
expenditure column on the left side of 
the table shows an irregular pattern 
of response, mainly because of once-a-
year adjustments in social security 
benefits and Federal pay. The effects 
on expenditures are always smaller 
than the effects on receipts. 

The cumulative effects of a one per
centage point increase in the inflation 
rate, shown on the right side of the 
table, grow steadily. At the end of 
four quarters, the higher inflation 
rate adds $4.4 billion to the high-em
ployment surplus. At the end of 8 and 
12 quarters, the corresponding in
creases are $8.7 billion and $13.3 bil
lion, respectively. 

Table 6 shows the results of a 
second simulation that incorporates 
automatic indexation of the Federal 
personal income tax—that is, auto-
naatic increases in personal exemp
tions and tax brackets in proportion 
to increases in a price index.* In 
other respects this simulation follows 
the same procedures as the simula
tion shown in table 5. Indexation 
would greatly reduce the response of 
personal tax receipts to inflation. 
However, it would not eliminate the 
tendency of inflation to move the Fed
eral budget toward surplus. The cu
mulative effect on the high-employ
ment surplus after 12 quarters is esti
mated at $8.5 billion, compared to 
$13.3 billion without indexation. 

Inflation Effects: Methodology 
For several reasons, the Federal 

budget responds automatically to 
price changes: (1) most taxes are 

4. The Economic Recovery Tax Act of 1981 provides 
for indexation of the personal income tax beginning in 
1985. In the simulation, indexation is incorporated by 
assuming that the elasticity of personal income tax re
ceipts with respect to inflation-induced changes in 
income is 1.0, instead of the much higher values (1.67 
to 1.72) used in the first simulation. 

levied on dollar amounts of income, 
payrolls, or sales, and these tax bases 
tend to rise when the general price 
level rises; (2) several expenditures 
programs—social security is by far 
the largest^have been linked explic
itly in recent years to movements in a 
price index;' (3) other expenditures 
categories, such as medicare, although 
not linked explicitly to a price index, 
rise without any discretionary action 
when prices rise; and (4) Federal in
terest payments depend on interest 
rates which tend to change with 
changes in the rate of inflation. This 
section describes the ways in which 
these factors are quantified to yield a 
measure of the automatic effect of 
current and past inflation on the Fed
eral budget. The discussion first 
covers the inflation adjustments to re
ceipts, then those to expenditures. 

Receipts 

The sensitivity of Federal receipts 
to inflation depends on (1) the sensi
tivity of tax bases, such as corporate 
profits or wages and salaries, to infla
tion, and (2) the response of taxes to 
inflation-induced changes in these 
bases. The lat ter element can be ex
pressed in the form of inflation elas
ticities—ratios of percent changes in 
tax receipts to percent changes in tax 
bases due to inflation—for each cate
gory of receipts. The basic approach, 
for each category of receipts, is sum
marized in equation (1). 

(1) AT,'=TB,_,(-^)„ 

where: 

ATt*=the current change in high-
employment receipts attributable to 
inflation; 

Tt- i=last quarter 's high-emplojTnent 
receipts; 

ABt*=the current change in the high-
employment tax base attributable to 
current and pcist inflation; 

Bfi = l a s t quarter 's high-employment tax 
base; 

•»j=the inflation elasticity. 

The equation shows that calculating 
the sensitivity of receipts to inflation, 
AT*, requires estimates of inflation-
induced changes in the tax base, AB*, 
and of the inflation elasticity, T). The 
following sections explain how these 
estimates are constructed. 

(text continued on p. 29) 
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Table 2.—High-Employment and Actual Unemployment Rate and GNP 

Year and quarter 

1955 
1956 
1957 
1958 
1959 

1960 
1961 
1962 
1963 
1964 

1965 
1966 
1967 
1968 
1969 

1970 
1971 
1972 
1973 
1974 

1975 
1976 
1977 
1978 
1979 

1980 
1981' 

1955: 
I II 

1956: 
I II 

1957: 
I II 

1958: 
I II 

1959: 
I II 

1960: 
I II 

1961: 
I 
11 

1962: 
I 
11 

1963: 
I 
II 

1964: 
1 
II 

1965: 
I 
II 
Ill 
IV 

Unemployment rate 

Percent 

High-
employ

ment 

(1) 
4.0 
4.0 
4.0 
4.0 
4.1 

4.2 
4.2 
4.2 
4.3 
4.3 

4.4 
4.5 
4.4 
4.5 
4.6 

4.7 
4.8 
4.9 
4.9 
5.0 

5.1 
5.1 
5.1 
5.1 
5.1 

5.1 
5.1 

4.0 
4.0 
4.0 
4.0 

4.0 
4.0 
4.0 
4.0 

4.0 
4.0 
4.0 
4.0 

4.0 
4.0 
4.0 
4.1 

4.1 
4.1 
4.1 
4.1 

4.1 
4.1 
4.2 
4.2 

4.2 
4.2 
4.2 
4.2 

4.2 
4.2 
4.2 
4.2 

4.2 
4.2 
4.3 
4.3 

4.3 
4.3 
4.4 
4.4 

4.4 
4.4 
4.4 
4.4 

Actual 

(2) 
4.4 
4.1 
4.3 
6.8 
5.5 

5.5 
6.7 
5.5 
5.7 
5.2 

4.5 
3.8 
3.8 
3.6 
3.5 

4.9 
5.9 
5.6 
4.9 
5.6 

8.5 
7.7 
7.1 
6.1 
5.8 

7.1 
7.6 

4.7 
4.4 
4.1 
4.2 

4.0 
4.2 
4.1 
4.1 

4.0 
4.1 
4.2 
4.9 

6.3 
7.4 
7.3 
6.4 

5.8 
5.1 
5.3 
5.6 

5.2 
5.2 
5.6 
6.3 

6.8 
7.0 
6.8 
6.2 

5.6 
5.5 
5.6 
5.5 

5.8 
5.7 
5.5 
5.6 

5.5 
5.2 
5.0 
5.0 

4.9 
4.7 
4.4 
4.1 

Gap 
(l)-(2) 

(3) 
-0.4 
- . 1 
- . 3 

-2.8 
-1.4 

-1.3 
-2.5 
-1.3 
-1.4 
- . 9 

- . 1 
.7 
.6 
.9 

1.1 

- . 2 
-1.1 
- . 7 
0 

- . 6 

-3.4 
-2.6 
-2.0 
-1.0 
- . 7 

-2.0 
-2.5 

- .7 
- . 4 
- . 1 
- . 2 

0 
- . 2 
- . 1 
-.1 

0 
- . 1 
- . 2 
- .9 

-2.3 
-3 .3 
-3.3 
-2.3 

-1.7 
-1.0 
-1.2 
-1.5 

-1.0 
-1 .1 
-1.4 
-2 .1 

-2.6 
-2 .8 
-2.6 
-2.0 

-1.4 
-1.3 
-1.4 
-1.3 

-1.6 
-1.4 
-1.2 
-1.3 

-1.2 
- . 9 
- . 6 
- . 6 

- . 5 
- . 3 

.1 

.3 

GNP 

Billions of dollars 

High-
employ

ment 
(poten

tial) 

(4) 
397.5 
424.4 
454.0 
477.6 
506.0 

532.0 
555.4 
585.3 
616.2 
649.7 

689.8 
739.6 
789.9 
854.2 
930.5 

1,015.5 
1,104.4 
1,191.6 
1,305.3 
1,468.8 

1,657.9 
1,803.5 
1,973.4 
2,189.3 
2,449.3 

2,747.2 
3,087.3 

388.7 
394.6 
404.8 
406.3 

413.2 
420.2 
428.5 
436.0 

444.6 
450.2 
458.4 
463.0 

4688 
474.0 
480.7 
4871 

495.4 
503.5 
509.7 
515.5 

523.2 
528.6 
535.5 
540.9 

544.8 
552.2 
559.4 
565.1 

574.7 
581.7 
587.9 
597.1 

605.3 
611.4 
618.9 
629.3 

636.9 
644.9 
654.6 
662.6 

674.6 
684.3 
694.9 
705.3 

Actual 

(5) 
400.0 
421.7 
444.0 
449.7 
487.9 

506.5 
524.6 
565.0 
596.7 
637.7 

691.1 
756.0 
799.6 
873.4 
944.0 

992.7 
1,077.6 
1,185.9 
1,326.4 
1,434.2 

1,549.2 
1,718.0 
1,918.0 
2,156.1 
2,413.9 

2,626.1 
2,925.5 

388.2 
396.2 
404.8 
411.0 

412.8 
418.4 
423.5 
432.1 

440.2 
442.3 
449.4 
444.0 

436.8 
440.7 
453.9 
467.0 

477.0 
490.6 
489.0 
495.0 

506.9 
506.3 
508.0 
504.8 

508.2 
519.2 
528.2 
542.6 

554.2 
562.7 
568.9 
574.3 

582.0 
5907 
601.8 
612.4 

625.3 
634.0 
642.8 
648.8 

668.8 
681.7 
696.4 
717.2 

Gap 
(4H5) 

(4) 

(6) 
-0.6 

.6 
2.2 
5.9 
3.6 

4.8 
5.6 
3.5 
3.2 
1.8 

- . 2 
-2.2 
-1.2 
-2.2 
-1 .5 

2.2 
2.4 
.5 

-1,6 
2.3 

6.6 
4.7 
2.8 
1.5 
1.4 

4.4 
5.2 

.1 
- . 4 
0 

-1.2 

.1 

.4 
1.2 
.9 

1.0 
1.8 
2.0 
4.1 

6.8 
7.0 
5.6 
4.1 

3.7 
2.6 
4.1 
4.0 

3.1 
4.2 
5.1 
6.7 

6.7 
6.0 
5.6 
4.0 

3.6 
3.3 
3.2 
3.8 

3.8 
3.4 
2.8 
2.7 

1.8 
1.7 
1.8 
2.1 

.8 

.4 
- . 2 

-1.7 

Year and quarter 

1966: 
I 
n 
m 
rv 

1967: 
I 
n 
Ill 
IV 

1968: 
I 
II 
ni 
IV 

1969: 
I 
II 
Ill 
IV 

1970: 
I 
n 
ni 
rv 

1971: 
I 
n 
m ; 
rv 

1972: 
I 

in rv 
1973: 

I 

m IV 

• 1974: 
I 

ni IV 

1975: 
I 
n 
in rv 

1976: 
I 
II 
in rv 

1977: 
I 
n 
in rv 

1978: 
I 
n 
ni IV 

1979: 

n 
Ill 
IV 

1980: 
I 
n 
Ill 
IV 

1981: 

II 
in _ 
IV 

Unemployment rate 

Percent 

High-
employ

ment 

(1) 

4.5 
4.5 
4.5 
4.5 

4.4 
4.4 
4.4 
4.5 

4.5 
4.5 
4.5 
4.5 

4.6 
4.6 
4.6 
4.6 

4.6 
4.7 
4.7 
4.7 

4.7 
4.8 
4.8 
4.8 

4.8 
4.9 
4.9 
4.9 

4.9 
4.9 
4.9 
5.0 

5.0 
5.0 
5.0 
5.0 

5.0 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

5.1 
5.1 
5.1 
5.1 

Actual 

(2) 

3.9 
3.8 
3.8 
3.7 

3.8 
3.8 
3.8 
3.9 

3.7 
3.5 
3.5 
3.4 

3.4 
3.4 
3.6 
3.6 

4.2 
4.8 
5.2 
5.8 

5.9 
5.9 
6.0 
6.0 

5.8 
5.7 
5.6 
5.3 

5.0 
4.9 
4.8 
4.8 

5.1 
5.2 
5.6 
6.6 

8.2 
8.9 
8.5 
8.3 

7.7 
7.6 
7.7 
7.8 

7.5 
7.1 
6.9 
6.6 

6.3 
6.0 
6.0 
5.9 

5.9 
5.7 
5.8 
6.0 

6.3 
7.3 
7.6 
7.5 

7.4 
7.4 
7.4 
8.3 

Gap 
(1H2) 

(3) 

0.6 
.7 
.7 
.8 

.6 

.6 

.6 

.5 

.7 

.9 
1.0 
1.1 

1.2 
1.1 
1.0 
1.0 

.4 
- . 1 
-.5 

-1.1 

-1 .2 
-1.1 
-1.2 
-1.2 

-1.0 
- . 8 
- .7 
- . 4 

- . 1 
0 
.1 
.2 

- . 1 
- . 2 
- . 6 

-1.6 

-3.2 
-3.8 
-3.4 
-3.2 

-2.7 
-2.5 
-2.6 
-2.7 

-2.4 
-2.0 
-1.8 
-1.5 

-1.2 
- . 9 
- . 9 
- .7 

- . 7 
- . 6 
- . 7 
- . 8 

-1.1 
-2.2 
-2.5 
-2.3 

-2 .3 
-2.3 
-2.3 
-3.3 

GNP 

Billions of dollars 

High-
employ

ment 
(poten

tial) 

(4) 

719.2 
734.4 
745.3 
759.6 

771.5 
781.1 
795.7 
811.2 

828.8 
846.4 
861.1 
880.7 

898.9 
918.9 
941.9 
962.5 

984.9 
1,006.7 
1,023.6 
1,046.7 

1,071.4 
1,095.9 
1,115.1 
1,135.2 

1,160.9 
1,179.5 
1,200.0 
1,226.2 

1,254.1 
1,287.1 
1,320.3 
1,369.7 

1,395.4 
1,441.8 
1,491.4 
1,546.8 

1,599.9 
1,633.7 
1,676.6 
1,721.4 

1,751.2 
1,781.9 
1,818.5 
1,862.5 

1,904.4 
1,952.2 
1,994.7 
2,042.3 

2,088.4 
2,159.7 
2,218.8 
2,290.1 

2,353.9 
2,416.1 
2,̂ 79.9 
2,547.2 

2,623.1 
2,704.4 
2,784.5 
2,876.8 

2,965.7 
3,033.3 
3,127.8 
3,222.6 

Actual 

(5) 

738.5 
750.0 
760.6 
774.9 

780.7 
788.6 
805.7 
823.3 

841.2 
867.2 
884.9 
900.3 

921.2 
937.4 
955.3 
962.0 

972.0 
986.3 

1,003.6 
1,009.0 

1,049.3 
1,068.9 
1,086.6 
1,105.8 

1,142.4 
1,171.7 
1,196.1 
1,233.5 

1,283.5 
1,307.6 
1,337.7 
1,376.7 

1,387.7 
1,423.8 
1,451.6 
1,473.8 

1,479.8 
1,516.7 
1,578.5 
1,621.8 

1,672.0 
1,698.6 
1,729.0 
1,772.5 

1,839.1 
1,893.9 
1,950.4 
1,988.6 

2,032.4 
2,129.6 
2,190.5 
2,271.9 

2,340.6 
2,374.6 
2,444.1 
2,496.3 

2,571.7 
2,564.8 
2,637.3 
2,730.6 

2,853.0 
2,885.8 
2,965.0 
2,998,3 

Gap 
(4H5) 

(4) 

(6) ' 

2.7 
2.1 
2.1 
2.0 

1.2 
1.0 
1.3 
1.5 

1.5 
2.5 
2.8 
2.2 

2.5 
2.0 
1.4 
0 

1.3 
20 
2.0 
36 

2.1 
2.5 
2.6 
2.6 

1.6 
.7 
.3 

- .6 

-2.3 
-1.6 
-1.3 
-1.3 

.6 
1.2 
27 
4.7 

7.5 
7.2 
5.9 
5.8 

4.5 
4.7 
4.9 
4.8 

3.4 
3.0 
2,2 
2.6 

2.7 
1.4 
1.3 
.8 

.6 
17 
1.4 
2.0 

2.0 
5.2 
5.3 
5.1 

3.8 
4.9 
5.2 
7.0 

Source: Council of Economic Advisers, Bureau of Labor Statistics, and Bureau of Economic Analysis. 
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Table 3.—Actual and High-Employment Federal Receipts and Expenditures 
[Billions of dollars, seasonally adjusted at annual rates] 

Year and quarter 

Actual 

Receipts 

Amount 
Percent
age of 
GNP 

Expenditures Surplus or deflcit(—) 

Amount 
Percent
age of 
GNP 

Amount 
Percent
age of 
GNP 

High-Employment 

Receipts 

Amount 
Percent
age of 
GNP' 

Expenditures 

Percent
age of 
GNP" 

Surplus or deficit( —) 

Amount 

1955 
1956 
1957 
1958 
1959: 

1960 
1961 
1962 
1963 
1964 

1965 
1966 
1967 
1968 
1969 

1970 
1971 
1972 
1973 
1974 

1975 
1976 
1977 
1978 
1979 

1980 
1981 

1955: 
I 
n.... 
m.. 
rv.. 

1956: 
I 
n.... 
m.. 
IV.. 

1957: 
I 
n.... 
in.. 
IV.. 

1958: 
I 
n.... 
in.. 
IV.. 

1959: 
I 
n.... 
m.. 
IV.. 

I960: 
I 
n.... 
in.. 
IV.. 

1961 
I 
II 
in 
IV 

1962 
I 
II 
in 
IV 

1963: 
I 
n..., 
in. . 
IV.. 

1964: 
I 
n.... 
in. . 
IV.. 

1965: 
I 
n.... 
ni.. 
IV.. 

72.6 
78.0 
81.9 
78.7 

96.1 
98.1 

106.2 
114.4 
114.9 

124.3 
141.8 
150.6 
174.4 
196.9 

191.9 
198.6 
227.5 
258.6 
287.8 

287.3 
331.8 
375.1 
431.5 
494.4 

540.8 
626.1 

69.7 
71.6 
73.6 
75.5 

76.0 
77.6 
77.6 
80.5 

82.7 
82.5 
82.6 
79.6 

76.0 
75.9 
79.5 
83.0 

87.6 
91.6 

90.4 

97.9 
96.4 
95.7 
94.6 

94.5 
96.6 
98.9 

102.2 

103.3 
105.1 
107.5 
108.8 

111.6 
114.1 
115.3 
116.6 

115.4 
112.1 
115.2 
117.0 

122.7 
124.4 
123.1 
127.1 

18.2 
18.5 
18.4 
17.5 
18.4 

19.0 
18.7 
18.8 
19.2 
18.0 

18.0 
18.8 
18.8 
20.0 
20.9 

19.3 
18.4 
19.2 
19.5 
20.1 

18.5 
19.3 
19.6 
20.0 
20.5 

20.6 
21.4 

18.0 
18.1 
18.2 
18.4 

18.4 
18.5 
18.3 
18.6 

18.8 
18.7 
18.4 
17.9 

17.4 
17.2 
17.5 
17.8 

18.4 
18.7 
18.4 
18.3 

19.3 
19.0 
18.8 
18.7 

18.6 
18.6 
18.7 
18.8 

18.6 
18.7 
18.9 
18.9 

19.2 
19.3 
19.2 
19.0 

18.5 
17.7 
17.9 
18.0 

18.3 
18.2 
17.7 
17.7 

68.1 
71.9 
79.6 
88.9 
91.0 

93.1 
101.9 
110.4 
114.2 
118.2 

123.8 
143.6 
163.7 
180.5 
188.4 

204.3 
220.6 
244.3 
264.2 
299.3 

356.6 
384.8 
421.5 
460.7 
509.2 

602.0 
688.4 

67.9 
66.7 
68.9 
69.0 

69.4 
71.8 
72.4 
74.2 

78.1 
79.8 
79.8 
81.0 

83.5 
87.8 
91.6 
93.0 

90.5 
89.9 
91.5 
91.9 

90.2 
92.3 
94.2 
95.7 

98.9 
101.7 
102.8 
104.4 

109.0 
109.2 
110.7 
112.8 

113.5 
112.2 
114.1 
116.8 

118.3 
118.8 
117.6 
118.0 

118.2 
120.4 
126.1 
130.5 

17.0 
17.1 
17.9 
19.8 
18.7 

18.4 
19.4 
19.5 
19.1 
18.5 

17.9 
19.0 
20.5 
20.7 
20.0 

20.6 
20.5 
20.6 
19.9 
20.9 

23.0 
22.4 
22.0 
21.4 
21.1 

22.9 
23.5 

17.5 
16.8 
17.0 
16.8 

16.8 
17.2 
17.1 
17.2 

17,7 
18.0 
17.8 
18.2 

19.1 
19.9 
20.2 
19.9 

19.0 
18.3 
18.7 
18.6 

17.8 
18.2 
18.5 
19.0 

19.5 
19.6 
19.5 
19.2 

19.7 
19.4 
19.5 
19.6 

19.5 
19.0 
19.0 
19.1 

18.9 
18.7 
18.3 
18.2 

17.7 
17.7 
18.1 
18.2 

4.4 
6.1 
2.3 

-10.3 
-1.1 

3.0 
-3.9 
-4.2 

.3 
-3.3 

.5 
-1.8 

-13.2 
-6.0 

8.4 

-12.4 
-22.0 
-16.8 
-5.6 

-11.5 

-69.3 
-53.1 
-46.4 
-29.2 
-14.8 

-61.2 
-62.3 

1.8 
4.9 
4.8 
6.5 

6.6 
5.8 
5.2 
6.3 

4.6 
2.8 
2.8 

-1.3 

-7.5 
-11.9 
-12.1 
-10.0 

-2.9 
1.6 

-1.7 
-1,5 

7.6 
4.2 
1.4 

-1.1 

-4.3 
-5.1 
-3.9 
-2.2 

-5.6 
-4.1 
-3.2 
-4.0 

-1.9 
1.9 
1.2 

- . 2 

-3.0 
-67 
-2.4 
-1.0 

4.6 
3,9 

-3.0 
-3.4 

1.1 
1.4 
.5 

-2.3 
- .2 

.6 
- .7 
- .7 

.1 
- . 5 

.1 
- .2 

-1.7 
- .7 

-1.2 
-2.0 
-1.4 
- .4 

-4.5 
-3.1 
-2.4 
-1.4 
- . 6 

-2.3 
-2.1 

0.5 
1.2 
1.2 
1.6 

-1.7 
-2.7 
-2.7 
-2.1 

- .6 
.3 

- . 3 

1.5 

- .5 
-1.1 
- .4 
- . 2 

73.1 
79.8 
85.6 
86,8 
95,3 

104,0 
107.1 
112.3 
120.5 
118.6 

124.5 
138.4 
149.0 
170.2 
194.3 

199.7 
206,7 
230.0 
253,9 
298.2 

316.8 
356.3 
391.S 
441.2 
504.1 

573.4 
671.6 

71.0 
72.5 
73.6 
75.3 

77.3 
79.2 
80.1 
82.6 

84.9 
85.7 
86.0 
85,8 

85.6 
85.6 
872 
88,7 

92,9 
95,6 
96.1 
96.7 

103.2 
103.4 
104.1 
105,4 

105,4 
106.3 
108.0 
108.7 

109.3 
110.8 
113.3 
115.8 

118.9 
120.6 
120.6 
121.8 

119.0 
115.3 
118.8 
121.2 

124.8 
125.6 
123.2 
124.6 

18.4 
18,8 
18,9 
18,2 
18,8 

19.6 
19.3 
19.2 
19.6 
18.2 

18,1 
18,7 
18,9 
19,9 
20,9 

197 
187 
19.3 
19.5 
20.3 

19.1 
19,8 
19,8 
20.2 
20.6 

20.9 
21.8 

18.3 
18.4 
18.4 
18.5 

18.7 
18.9 
18.7 
18.9 

19.1 
19.0 
18.8 
18.5 

18.3 
18.1 
18.1 
18.2 

18.8 
19,0 
18.9 
18.8 

19.7 
19,6 
19,4 
19,5 

19,3 
19.2 
19.3 
19.2 

19.0 
19.0 
19.3 
19.4 

19.6 
19.7 
19.5 
19.4 

18.7 
17.9 
18.1 
18.3 

18.5 
18.4 
17.7 
17.7 

67.9 
71.9 
79.5 
86.8 
89.9 

92.0 
100.0 
109.3 
113.0 
117.5 

123.7 
144.0 
164.1 
181.2 
189.4 

204.3 
218.0 
242.1 
263.5 
298.5 

346.0 
373.6 
413.1 
456.3 
506.2 

593.6 
674.2 

67.4 
66.5 
68.8 
68.9 

69.4 
71.7 
72.3 
74.1 

78.1 
79.8 
79.7 
80.4 

81.8 
85.1 
89.1 
91.2 

89.2 
89.1 
90,6 
90.8 

89.4 
91.4 
93.1 
94.0 

96.8 
99.4 

100.8 
102,9 

107.8 
108.1 
109.6 
111.7 

112.3 
111.0 
113.1 
115.8 

117.4 
118.0 
117.0 
117.5 

117.8 
120.2 
126.1 
130.6 

17.1 
16,9 
17,5 
18.2 
17.8 

17.3 
18.0 
18.7 
18.3 
18.1 

17.9 
19.5 
20.8 
21.2 
20.4 

20.1 
19.7 
20,3 
20.2 
20.3 

20.9 
20.7 
20,9 
20,8 
20.7 

21.6 
21.8 

17.3 
16.8 
17.2 
17.0 

16,8 
17.1 
16,9 
17.0 

17.6 
17.7 
17.4 
17.4 

17.5 
18.0 
18.5 
18.7 

18,0 
17,7 
17,8 
17,6 

17.1 
17.3 
17.4 
17.4 

17.8 
18.0 
18.0 
18.2 

18.8 
18.6 
18.6 
18.7 

18.5 
18,2 
18,3 
18,4 

18.4 
18.3 
17.9 
17,7 

17.5 
17.6 
181 
18.5 

5,2 
7.9 
6.1 
0 
5.4 

12.1 
7.1 
3.0 
7.4 
1.1 

.9 
-5.6 
-15.1 
-11.0 

4.9 

-4.6 
-11.3 
-12.1 
-9.5 
- , 3 

-29,1 
-17,4 
-21.7 
-15.1 
-2.1 

-21.3 
-2.6 

3.6 
6.1 
4.8 
6.4 

7.9 
7.5 
7.8 
8.5 

6,8 
5,9 
6.3 
5.5 

3.8 

-1.9 
-2.5 

3.7 
6.5 
5.5 
5,9 

13,8 
12,0 
11.1 
11.4 

6.9 
7.1 
5.9 

1.5 
2,7 
3,8 
4.1 

6,5 
9,5 
7,6 
6,1 

1,6 
-2,7 

1,8 
3,7 

7,0 
5,5 

-2.8 
-6,1 
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Table 3.—Actual and High-Employment Federal Receipts and Expenditures—Continued 

(Billions of dollars, seasonally adjusted at annual rates] 

Year and quarter 

Actual 

Receipts 

Amount 
Percent
age of 
GNP 

Expenditures 

Percent
age of 
GNP 

Surplus or deficit 
(-) 

Amount 
Percent
age of 
GNP 

High-Employment 

Receipts 

Amount 
Percent
age of 
GNP' 

Expenditures 

Percent
age of 

Surplus or deficit 
(-) 

Amount 

1966: 
I 
n.... m.. rv.. 

1967: 
I 
n.... m.. 
IV.. 

1968: 
I 
n.... 
in.. 
IV.. 

1969: 
I 
n.... 
in., rv.. 

1970: 
I 
II.... 
ni.. 
IV.. 

1971: 
I 
U.... 
in.. 
IV.. 

1972: 
I 
n.... 
in., 
rv.. 

1973: 
I 
n.... 
m.. 
IV.. 

1974: 
I 
H.... 
m.. 
IV.. 

1975: 
I 
n.... 
ni.. 
IV.. 

1976: 
I 
II.... 
in., 
rv.. 

1977: 
I 
n.... 
in.. 
IV.. 

1978: 
I 
n.... 
m., 
rv.. 

1979: 
I 
n.... 
in.. 
IV.. 

1980: 
I 
H.... 
in.. 
IV.. 

1981: 
I 
n..„ 
in.. 
IV.. 

136.5 
141.3 
143.7 
145.9 

147.0 
147.6 
151.5 
155.9 

163.6 
168.8 
180.0 
185.4 

195.4 
198.5 
196.3 
197.2 

192.7 
194.3 
190.7 
189.8 

194.9 
197.1 
198.6 
203.7 

223.0 
224.2 
227.6 
235.3 

252.1 
255.6 
259.7 
267.2 

274.8 
284.6 
296.6 
295.3 

288.2 
254.5 
298.7 
307.9 

320.0 
327.5 
335.9 
343.6 

364.9 
370.2 
376.5 
389.0 

398.6 
423.6 
440.9 
462,7 

477.0 
485.9 
500.6 
514,0 

528.4 
520.9 
540.8 
573.2 

617.4 
621.0 
638.3 
627.7 

18.5 
18.8 
18.9 
18.8 

18.8 
187 
18.8 
18,9 

19.4 
19.5 
20.3 
20.6 

21.2 
21.2 
20.5 
20.5 

19.8 
19.7 
19.0 
18,8 

18,6 
18.4 
18.3 
18.4 

19.5 
19.1 
19.0 
19.1 

19.6 
19.5 
19.4 
19.4 

19.8 
20.0 
20.4 
20.0 

19.5 
16.8 
18.9 
19.0 

19.1 
19.3 
19.4 
19.4 

19.8 
19.5 
19.3 
19.6 

19.6 
19.9 
20.1 
20.4 

20.4 
20.5 
20.5 
20.6 

20.5 
20,3 
20,5 
21.0 

21.6 
21.5 
21.5 
20.9 

135.8 
140.0 
146.9 
151.8 

159.9 
160.9 
165.1 
168.9 

173.4 
180.9 
182.6 
185.1 

184.0 
187.1 
189.8 
192.9 

193.9 
207.4 
205.7 
210.3 

213.4 
220.8 
222.3 
225.9 

235.8 
244.0 
238.1 
259.4 

260.7 
262.8 
262.3 
271.2 

279.6 
295.2 
305.0 
317.6 

333.6 
353.6 
365.3 
374.0 

376.3 
375.7 
387.4 
399.9 

403.1 
412.9 
428.6 
441.5 

447.4 
451.1 
463.7 
480.6 

488.4 
494,0 
515.8 
538.6 

564.7 
587.3 
615.0 
641.1 

664.0 
668.2 
694.0 
727.2 

18.4 
18.7 
19.3 
19.6 

20.5 
20.4 
20.5 
20.5 

20.6 
20.9 
20,6 
20,6 

20,0 
20,0 
19.9 
20.1 

19.9 
21.0 
20.5 
20.8 

20.3 
20.7 
20.6 
20.4 

20.6 
20.8 
19.9 
21.0 

20.3 
20.1 
19.6 
19.7 

20.1 
20.7 
21.0 
21.5 

22.5 

23.1 
23.1 

22.5 
22.1 
22.4 
22.6 

21.9 
21.8 
22.0 
22.2 

22.0 
21.2 
21.2 
21.2 

20.9 
20.8 
21.1 
21.6 

22.0 
22.9 
23.3 
23.5 

23.3 
23.2 
23.4 
24.3 

.6 
1.3 

-3.2 
-5.9 

-12.9 
-13.2 
-13.6 
-13.0 

-9.8 
-12.2 
-2.6 

.3 

11.4 
11.5 
6.5 
4.3 

-1.3 
-13.1 
-14.9 
-20.4 

-18.5 
-23.7 
-23.7 
-22.2 

-12.8 
-19.8 
-10.5 
-24.1 

-8.6 
-7 .1 
-2.6 
-4.0 

-4.7 
-10.6 
-8 .4 

-22.4 

-45.5 
-99.0 
-66.6 
-66.1 

-56.3 
-48.2 
-51.6 
-56.3 

-38.1 
-42.7 
-52.2 
-52.5 

-48.8 
-27.4 
-22.8 
-17.9 

-11.5 
-8 .1 
-15.2 
-24.5 

-66,5 
-74,2 
-67.9 

-46.6 
-47.2 
-55.7 
-99.5 

.1 

.2 
- . 4 

-1.7 
-1.7 
-1.7 
-1.6 

-1.2 
-1.4 
- . 3 
0 

1.2 
1.2 
.7 
.4 

- . 1 
-1.3 
-1.5 
-2.0 

-1.8 
-2 .2 
-2.2 
-2.0 

-1.1 
-1.7 
- . 9 

-2.0 

- . 7 
- . 5 
- . 2 
- . 3 

- . 3 
- . 7 
- . 6 
-1.5 

-3.1 
-6.5 
-4.2 
-4.1 

-3.4 
-2.8 
-3.0 
-3.2 

-2.1 
-2.3 
-2.7 
-2.6 

-2.4 
-1 .3 
-1.0 
- .8 

- . 5 
- . 3 
- . 6 

-1.0 

-1.4 
-2.6 
-2.8 
-2.5 

-1.6 
-1.6 
-1.9 
-3.3 

132.1 
138.0 
140.6 
142.8 

145.6 
146.7 
149.9 
153.8 

161.3 
164.2 
174.4 
181.1 

190.1 
194.4 
193.9 
199.0 

198.0 
201.7 
197.6 
201.6 

201.9 
205.3 
207.0 
212.4 

229.1 
227.2 
229.5 
234.2 

245.0 
251.1 
256.0 
263.7 

277.9 
290.5 
308.4 
316.0 

321.7 
283.4 
326.1 
335.9 

342.9 
351.5 
361.5 
369.2 

384.5 
387.4 
389.6 
404.6 

414.4 
432.6 
449.3 
468.3 

481.0 
497.1 
510.4 
527.8 

542.3 
557.5 
580.1 
613.5 

660.2 
663.3 
684.7 
688.3 

18.4 
18.8 
18.9 
18.8 

18.9 
18.8 
18.8 
19.0 

19.5 
19.4 
20.2 
20.6 

21.1 
21.2 
20.6 
20.7 

20.1 
20.0 
19.3 
19.3 

18.8 
18.7 
18.6 
18.7 

197 
19.3 
19.1 
19.1 

19.5 
19.5 
19.4 
19.4 

19.9 
20.2 
20.7 
20.4 

20.1 
17.3 
19.5 
19.5 

19.6 
19.7 
19.9 
19.8 

20.2 
19.8 
19.5 
19.8 

19.8 
20.0 
20.2 
20.4 

20.4 
20.6 
20.6 
20.7 

20.7 
20.6 
20.8 
21.3 

21.9 
21.9 
21.9 
21.4 

136.1 
140.3 
147.3 
152.3 

160.3 
161.4 
165.6 
169.3 

173.9 
181.6 
183.3 
186.0 

185.0 
188.0 
190.7 
193.8 

194.8 
207.9 
205.4 
209.1 

211.3 
218.2 
219.5 
223.0 

233.0 
241.4 
236.1 
257.8 

259.4 
261.8 
261.8 
270.9 

279.4 
294.7 
304.3 
315.7 

327.6 
341.8 
352.7 
361.6 

363.9 
364.2 
376.7 
389.8 

393.3 
404.3 
420.8 
434.2 

441.7 
446.7 
459.5 
477.1 

484.9 
491.3 
513.1 
535.5 

560.6 
579.3 
604.4 
630.3 

651.4 
652.8 
680.4 
712.2 

18.9 
19.1 
19.8 
20.0 

20.8 
20.7 
20.8 
20,9 

21.0 
21.5 
21.3 
21.1 

20.6 
20.5 
20.2 
20.1 

19.8 
20.7 
20.1 
20.0 

19.7 
19.9 
19.7 
19.6 

20.1 
20.5 
19.7 
21.0 

20.7 
20.3 
19.8 
19.9 

20.O 
20.4 
20,4 
20.4 

20.5 
20.9 
21.0 
21.0 

20.8 
20.4 
20.7 
20.9 

20.7 
20.7 
21.1 
21.3 

21.1 
20.7 
20.7 
20.8 

20.6 
20.3 
20.7 
21.0 

21.4 
21.4 
21.7 
21.9 

22.0 
21.5 
21.8 
22.1 

-4.0 
-2 .3 
-6.8 
-9 .5 

-14.7 
-14.7 
-15.7 
-15.5 

-12.6 
-17.4 
-9.0 
-4.9 

5.1 
6.3 
3.2 
5.1 

3.1 
-6.3 
-7.8 
-7.6 

-9.4 
-12.9 
-12.4 
-10.6 

-3.9 
-14.2 
-6.6 
-23.6 

-14.4 
-10.7 
-5.8 
-7.2 

-1.6 
-4.2 

4.1 

-5.8 
-58.4 
-26.5 
-25.7 

-21.0 
-12.7 
-15.2 
-20.6 

-8.9 
-16.9 
-31.2 
-29.7 

-27.2 
-14.2 
-10.2 
-8.8 

-3.8 
5.8 

-2.7 
- 7 7 

-18.3 
-21.7 
-24.2 
-16.8 

-1.3 
10.6 
4,3 

-24.0 

' Percentage of potential GNP. 
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Table 4.—Sources of Quarterly Changes in High-Employment Receipts, Expenditures, and Surplus or Deficit 
[Billions of dollars, seasonally adjusted at annual rates] 

Year and quarter 

Total 

Receipts Expendi
tures 

Surplus or 
deficiM-) 

Due to automatic inflation effects 

Receipts Expendi
tures 

Surplus or 
deficit(-) 

Due to discretionary policy changes 
and other factors 

Receipts Expendi
tures 

Surplus or 
deficit l-) 

1955: 
n,... 
ni.. 
rv.. 

1956: 
I 
n.... 
m.. 
rv.. 

1957: 
I 
n.... 
m.. 
IV.. 

1958: 
I 
n.... 
m.. 
rv.. 

1959: 
I 
n.... 
ni., 
IV., 

1960: 
I 
n,,.. 
in.. 
rv.. 

1961: 
I 
n.... 
m.. 
IV.. 

1962: 
I 
n.... 
i n . . 
IV.. 

1963: 
I 
n.... 
m.. 
rv.. 

1964: 
I 
n.... 
in.. 
IV., 

1965: 
I 
n.... 
ni.. 
IV.. 

1966: 
I 
n..., 
m., 
IV., 

1967: 
I 
n.... 
ra.. 
rv.. 

1968: 
I 
II.... 
in., 
rv.. 

1969: 
I 
n.... 
m.. 
IV.. 

1970: 
I.„, 
n... 
in., 
IV., 

1971: 
1 
n.... 
m.. 
IV., 

1972: 
I 
n,,.. 
in.. 
IV.. 

1.5 
1.1 
1.7 

2.0 
1.9 
.9 

2.5 

2.3 
.8 

- , 2 
0 
1.6 
1,5 

4,2 
2,7 

,5 
.6 

6.5 
,2 
,7 

1,3 

0 
,9 

1.7 
.7 

.6 
1.5 
2,5 
2,5 

3.1 
1.7 
0 
1.2 

-2.8 
-3.7 

3.5 
2.4 

3.6 

7.5 
5,9 
2.6 
2,2 

1.1 
3,2 
3.9 

7,5 
2,9 

10.2 
67 

9,0 
4,3 

- . 5 
5.1 

- 1 . 0 
3.7 

- 4 . 1 
4.0 

.3 
3.4 
1.7 
6.4 

16.7 
- 1 . 9 

2.3 
4.7 

-0.9 
2.3 

.1 

.5 
2.3 

.6 
1,8 

4.0 
1.7 

- . 1 
.7 

1.4 

4.0 
2.1 

-2.0 
- . 1 
1.5 

.2 

-1.4 
2.0 
1.7 

2.8 
2.6 
1.4 
2.1 

4.9 
.3 

1.5 
2.1 

-1.3 
2.1 
2.7 

1.6 
.6 

- 1 . 0 
,5 

.3 
2.4 
5,9 
4.5 

5,5 
4,2 
7.0 
5.0 

8.0 
1.1 
4.2 
3.7 

4.6 
7.7 
1.7 
2.7 

-1.0 
3.0 
2.7 
3.1 

1.0 
13,1 

- 2 , 5 
3.7 

2.2 
6,9 
1.3 
3.5 

10.0 
8.4 

- 5 . 3 
21.7 

2.5 
-1.3 

1.6 

1.5 
- . 4 

-1.7 
- . 9 

.4 

-1.7 

-2.4 
- . 6 

6.2 
2.8 

-1.0 
.4 

7.9 
-1.8 

-2 .8 
- 1 . 7 

.2 
- 1 . 2 

2.5 
2.9 

-1.9 
-1.5 

-4.5 
-4.3 

4.5 
1.9 

-3 .3 

2.1 
1.7 

-4.5 
-2.7 

-6.2 
0 

-1.0 
.2 

2.9 
-4.8 

8.4 
4,1 

10.0 
1.2 

- 3 , 1 
1,9 

- 2 . 0 
- 9 . 4 
- 1 . 5 

.2 

-1,8 
-3,5 

,5 
1,8 

6,7 
-10,3 

7,6 
-17.0 

0.7 
.5 
.4 

1.3 

1.1 
- . 2 

.9 
- . 5 

1.2 
,9 
.1 

- , 2 

- , 7 
.6 

1,4 
.4 

- . 1 

.6 
- , 3 

.1 
1.3 

1.8 
2.2 

.6 
1.5 

.7 
0 
1.6 
2,3 

2.8 
2,5 
1.2 
2,9 

2,4 
3.0 
4,0 
2.8 

3.0 
2.5 

.7 
2.7 

3.7 
3.3 

.9 
1.1 

3.2 
1.1 
1.4 
3.5 

2.9 
.3 
.2 
.4 

2.9 
- . 5 

.5 
3,1 

0.7 
.5 
.4 

1.1 
- . 2 

.9 
- . 5 

1.2 
.9 
.1 

- . 2 

1.3 
,4 

- . 1 

.6 
- . 3 

.1 
1,2 

1.7 
2.2 

.6 
1.4 

.5 
- . 1 
1.5 
2.2 

2.7 
2.2 
1.0 
2.7 

2.1 
2.7 
3.8 
2.6 

2.4 
2,4 
1.1 
1.9 

3.0 
.7 
.7 

0.8 
.6 

1.2 

1.2 
1.1 

- . 4 
1.6 

- . 3 
.1 

1.0 
1.1 

3.0 
1.7 

.4 

5,9 
.4 
,3 

1,5 

1,1 
2,6 
1,6 

2,4 
2.0 
0 

- . 1 

-3 .1 

2,7 
2.2 

2.1 
.1 

-3.2 
.7 

5.8 
3.6 
1.9 

47 
.4 

9.0 
3,8 

6,6 
1,3 

-4.5 
2,2 

- 4 . 0 
1.2 

- 4 7 
1.3 

-3,3 
.1 

13.4 
- 2 , 9 

.9 
1,1 

-1.0 
2,3 

.1 

.5 
2,3 

1,8 

4.0 
1.6 

- . 1 
.7 

1.5 
3.3 
4.0 
2.1 

- 2 . 0 
- . 2 
1.5 
.2 

-1.4 
2.0 
1.6 
.9 

4.9 
.3 

1.4 
2.1 

.5 
- 1 . 2 

2.0 
2.6 

1.6 

- 1 . 0 
.5 

.3 
2.4 
5.9 
4,5 

5,4 
4,2 
6,9 
4,8 

7,8 

4,5 
7,4 
1,6 
2,5 

-1,3 
27 
2,5 
2,9 

.4 
13.0 

-2 .2 
3.0 

- 7 
6.6 
1.0 
3.2 

- 5 . 8 
18.6 

1.8 
-1,8 

1.2 
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Table 4.—Sources of Quarterly Changes in High-Employment Receipts, Expenditures, and Surplus or Deficit—Continued 
[Billions of dollars, seasonally adjusted at annual rates] 

Year and quarter 

1973: 
I n 
ni 
rv 

1974: 
I , II 
Ill 
rv 

1975: 
I II 
HI 
rv 

1976: 
I 
n ni 
IV 

1977: 
I : II 
in 
IV..„ 

1978: 
I II 
m 
rv 

1979: 
I 
n 
Ill 
IV 

1980: 
I 
II 
Ill 
IV 

1981: 
I 
II 
m 
IV .• 

Total 

Receipts 

10,8 
6.1 
4.9 
7.7 

14.2 
12.6 
17.9 
7.6 

5.7 
-38.3 

42.7 
9.8 

7.0 
8.6 

10.0 
7.7 

15.3 
2.9 
2.2 

14.9 

9.9 
18.2 
16.7 
19.0 

12.7 
16.1 
13.3 
17.4 

14.5 
15.2 
22.6 
33.4 

36.7 
13.1 
21.4 
3.6 

Expendi
tures 

1.6 
2.4 
0 
9.1 

8.5 
15.3 
9.6 

11.4 

11.9 
14.2 
10.9 
8.9 

2.3 
.3 

12.5 
13.1 

3.5 
11.0 
16.5 
13.4 

7.5 
5.0 

12.8 
17.6 

7.8 
6.4 

21.8 
22.4 

• 25.1 
18.7 
25.1 
25.9 

21.1 
1.4 

27.6 
31.8 

Surplus or 
deficit (-) 

9.2 
3,7 
4.9 

-1.4 

5.6 
-2.6 

8.3 
-3.8 

-6.1 
-52.6 

31.9 
.8 

4.7 
8,3 

-2,5 
-5,4 

11.7 
-8.0 

-14.3 
1.5 

2.5 
13.0 
4.0 
1.4 

5.0 
9.6 

-8.5 
-5.0 

-10.6 
-3.4 
-2.5 

7.4 

15.5 
11.9 

-6.3 
-28.3 

Due to automatic inflation effects 

Receipts 

4.3 
5.8 
5.4 
7.2 

5.6 
9.0 

10.1 
11.5 

9.9 
2.3 
4.0 
6.1 

1.5 
1.4 
4.1 
7.5 

6.7 
8.4 
5.7 
7.1 

6.3 
15.6 
10.9 
14.7 

11.1 
10.4 
10.2 
11.9 

14.8 
16.4 
15.5 
19.1 

17.1 
8.8-

17.8 
18.8 

Expendi
tures 

,5 
1,3 
1,4 
3.3 

17 
1.9 
2.5 
4.2 

2.4 
-1.4 

6.8 
2.6 

- . 6 
1.4 
6.2 
3.7 

1.9 
3,0 
6.1 
4,6 

1.3 
3.7 
7.7 
6.2 

2.6 
.7 

12.6 
6.1 

3.1 
3.5 

19.2 
11.6 

3.9 
.8 

20.2 
8.9 

Surplus or 
deficit ( -) 

3.8 
4.5 
4.0 
3.9 

4.0 
7.1 
7.7 
7.3 

7.6 
3.7 

-2.8 
3.6 

2.0 
0 

-2.1 
3.8 

4.8 
5.4 

- .4 
2.5 

5.0 
11.9 
3.2 
8.5 

8.6 
9,8 

-2.5 
5.8 

11.6 
12.8 

-3.7 
7.5 

13.2 
8.0 

-2.4 
9.9 

Due to discretionary policy changes 

Receipts 

6.5 
.3 

- . 4 
.4 

8.6 
3.7 
7.8. 

-3.9 

-4.2 
-40.6 

38.8 
3.6 

5.5 
7.2 
5.9 

.2 

8.5 
-5.4 
-3.5 

7.8 

37 
2.5 
5.8 
4.3 

1.6 
57 
3.1 
5.5 

- . 3 
-1.1 

7.1 
14.3 

19.5 
4.4 
3.5 

-15.2 

Expendi
tures 

1.1 
1.1 

-1.4 
5.7 

6.9 
13.4 
7.1 
7.3 

9.5 
15.6 
4.1 
6.4 

2.8 
-1 .1 

6.2 
9.4 

1.7 
8.0 

10.4 
8.8 

6.2 
1.4 
5.0 

11.5 

5.2 
5.8 
9.1 

16.3 

22.0 
15.1 
5.9 

14.3 

17.2 
.5 

7,5 
23,0 

Surplus or 
deficit ( - ) 

53 
.8 

10 
5.3 

17 
9.7 

6 
11 2 

13 7 
56.3 
34 7 
28 

2.7 
83 
.4 

9.2 

6.9 
13.5 
13 9 
1.0 

25 
1.1 

8 
7.2 

36 
2 

6.0 
10 8 

22.2 
16 3 
12 
0 

23 
3.8 
39 

38 2 

Income share equations.—Inflation-
induced changes in the various tax 
bases are estimated using a set of 
equations that express changes in 
components of GNP as a function of 
changes in the GNP gap, changes in 
the GNP implicit price deflator, and 
the growth of potential GNP. The 
components of GNP for which income 
share equations are estimated are: 

1. Wages and salaries 
2. Other labor income and employer 

contributions for social insurance 
3. Corporate profits with inventory 

valuation adjustment (IVA) and capi
tal consumption adjustment (CCAdj) 

4. Proprietors' income with IVA 
and CCAdj 

5. Rental income of persons with 
CCAdj, and net interest 

6. GNP less national income. 
The equations are not based on a 
theory of income shares, but are 
simply a way of representing the em

pirical relation of shares to cyclical 
fluctuations, to inflation, and to the 
non-cyclical rate of growth of the 
economy. 

The dependent variable in each 
share equation is a change in an 
income component divided by lagged 
GNP. The explanatory variables are 
the percent change in potential real 
GNP, changes in current and past 
GNP gaps, and percent changes in 
current and past values of the GNP 
deflator. Algebraically, 

AS. _ / AGNPK72t N 
GNPt.i V GNPK72t.i ) 

-(-bi(AGNPGAPt)-f bj ̂  (AGNPGAPt_i) 
i=!l 

_̂  /APGNPtV^ 4 /APGNPt^N 
+'=<PGNp::J- '̂=^IApGNP:-^J 

where: 
S=aii income share (e.g., wages and salaries); 
GNP=GNP in current dollars; 
GNPKY2=potential GNP in 1972 dollars; 
GNPGAP=the GNP gap; 
PGNP=the implicit price deflator for GNP; 
a, bi, bj, Ci, C2=estirnated coefficients; 
t=the current quarter; t-l a one-quarter lag, 

etc. 

Table 7 shows the income share 
equations. The equations are estimat
ed by ordinary least squares except 
for the coefficients of the change in 
potential GNP. Because the estimated 
percentage change in potential GNP 
is constant over long periods of time, 
and because uncertainty about the 
true change in potential GNP is large 
relative to the variance of the change, 
ordinary least squares estimates of 
the coefficients of changes in poten
tial GNP were felt to be unreliable. 
Coefficients of potential GNP were es
timated by taking the mean of each 
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change-in-share variable for the 
period 1956:1 to 1965:3, and dividing it 
by the sum of the means for all the 
shares so that the coefficients add to 
1.0. Each coefficient of potential GNP 
is thus proportional to the 1956-65 
rate of growth of each share. The 
period 1956-65 was selected because 
there was little inflation during the 
period and because the economy was 

close to high-emplojonent at its begin
ning and at its end. It was felt that 
changes in shares during this period 
were likely to reflect the effects of 
growth in potential GNP rather than 
inflation or cyclical changes. 

The income share equations used in 
the November 1980 article (p. 32) in 
calculating the high-employment 
budget related shares to current and 

Table 5.—Simulation of the Effect of a One Percentage Point Increase in the Inflation Rate on 
the High-Employment Budget 

[Billions of dollars] 

Number of quarters after tiie increase in 
inflation (first quarter^ 1977:2) 

1 
2 
3 
4 

, a 
8 

, 
, 12 

Quarter-to-quarter changes 

Receipts 

1.8 
1.9 
1.8 
1.5 

1.7 

2,0 

Expendi
tures 

0,8 
.5 
.9 
.5 

.3 

.3 

Surplus or 
deficit ( - ) 

1.0 
1.4 
.9 

1.1 

1.4 

1.7 

Cumulative changes 

Receipts 

1.8 
3.7 
5.5 
7.0 

13.8 

21.5 

Expendi
tures 

0.8 
1.3 
2.2 
2.7 

5.1 

8.1 

Surplus or 
deficit ( - ) 

1.0 
2.4 
3,3 
4,4 

8.7 

13,3 

Table 6.—Simulation of the Effect of a One Percentage Point Increase in the Inflation Rate on 
the High-Employment Budget, With Indexation of the Personal Income Tax 

[Billions of dollars] 

Number of quarters after the increase in 
inflation (first quarter= 1977:2) 

1 
2 
3 
4 

12 

Quarter-to-quarter changes 

Receipts 

1.5 
1.6 
1.5 
1.2 

1.3 

1.5 

Expendi
tures 

0.8 
.6 
.9 
.5 

.3 

.3 

Surplus or 
deficit ( - ) 

0.8 
1.1 
.6 
.7 

1.0 

1.2 

Cumulative changes 

Receipts 

1.5 
3.1 
4.6 
5.8 

10.9 

16.6 

Expendi
tures 

0.8 
1.3 
2.2 
2.7 

5.1 

8.1 

Surplus or 
deficit ( - ) 

0,8 
1.8 
2.4 
3.1 

6.8 

8.5 

past GNP gaps but not to inflation 
rates. The responses to GNP gaps in 
the new and old equations are quite 
similar. The responses to current and 
lagged inflation rates in the new 
equations are statistically significant 
in a number of cases and quantita
tively important in many cases. 

The wage and salary response to in
flation indicates that wages and sala
ries approximately maintain their 
share of GNP in the face of an in
crease in the rate of inflation; the 
five-quarter sum of coefficients of 
0.5096 is similar to the 1979 average 
share of wages and salaries in GNP of 
0.5120.^ The corporate profits re
sponse to inflation, like the corporate 
profits response to cyclical changes 
measured by the GNP gap, indicates 
an initial overshooting; in the case of 
prices the coefficient of the current 
rate of inflation of 0.2047 is larger 
than the 1979 corporate profits share 
of 0.0815. The coefficient of -0.0399 
on inflation rates during the four pre
vious quarters indicates that corpo
rate profits fall back towards their 
earlier share when a new inflation 
rate persists for five quarters. 

The coefficients of potential GNP 
add, by construction, to 1.0, as the 
bottom line of table 7 shows. In addi
tion, the coefficients of current infla
tion add to approximately 1.0, the co
efficients of past inflation to approxi
mately zero, the coefficients of 
changes in the gap to approximately 

5. The five-quarter sum of coefficients includes the 
0.4476 coefficient for the current quarter plus the 
0.0155 coefficient for each of the preceding four quar
ters. 

Table 7.—Income Share Equations 

Change in income component 

GNPf, 

o ther lalTor income and employer contributions for 

Rental income of persons with CCAdj, end net 

Coefficients 

4GNPGAP, 

-0 .3506 
( -14,2) 

- . 0 5 9 3 
( -6 .7 ) 

- . 4778 
( -19.1) 
- . 0810 
( -5 .1 ) 

- . 0 0 0 3 
(0.0) 

- . 0 8 1 2 
( -3 .0 ) 

-1 .0502 

2 ^GNPGAP, . , ) 

-0 .0623 
( -6 ,1 ) 

- .0130 
(-3,6) 

.0572 
(5,5) 

- .0059 
( -0 .9) 

- .0025 
( -0 .5) 

.0272 
(2.5) 

.0007 

APGNP, 
PGNP,., 

0.4476 
(7.1) 

.0599 
(2.7) 

.2047 
(3.2) 

- .0159 
(-0,4) 

.0813 
(2.7) 

.2245 
(3.3) 

1.0021 

i f APGNP, . , \ 
i = l \ PGNP,., , . / 

0.0155 
(0.9) 

.0179 
(3.0) 

- .0399 
( -2 .3) 

.0130 
(1.2) 

.0016 
(0.2) 

- . 0056 
( -0 ,3) 

,0024 

AGNPK72, ' 
GNPK72,., 

0,5124 

.0754 

.1054 

.0483 

.0791 

,1794 

1.0000 

R> 

0.78 

.60 

.79 

.18 

.23 

.30 

Durbin-
Watson 
statistic 

1.8 

2.4 

1.8 

1.7 

1.7 

2,2 

1979 share 
of GNP 

0.5120 

.0932 

.0815 

0.545 

.0720 

.1867 

1.0000 

Definitions of Variables: 
GNP: current-dollar GNP at annual rates; 
GNP72: GNP in 1972 dollars at annual rates; 
PGNP: the implicit price deflator for GNP, 1972 = 100; 
GNPK72: potential GNP in 1972 dollars, at annual rates; 
GNPGAP: (GNPK72—GNP72)/GNPK72. 

Estimation period: 1956:2 to 1981:2. 
Numbers in parentheses are t-statistics. 
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— 1.0, and the coefficients of past 
changes in the gap to approximately 
zero. The mathematical reason for 
these results is complex. It has to do 
with the fact that the percent change 
in GNP from quarter to quarter can 
be expressed in two ways, which must 
equal one another. One is as the sum 
of all of the dependent variables in 
the share equations, because the 
change in wages and ssJaries plus the 
change in corporate profits plus all 
the other changes in shares is equal 
to the change in GNP. The other is as 
the percent change in potential GNP 
plus the percent change in prices 
minus the change in the GNP gap.^ 

Supplementing these income share 
equations are special equations for 
the corporate profits IVA and CCAdj, 
dividends, personal interest income 
less net interest, and Federal Reserve 
profits taxes. The equations for the 
corporate profits IVA and CCAdj are 
necessary to convert the measure of 
corporate profits estimated in the 
share equations to book profits, which 
is used as the tax base for the corpo
rate income tax. The dividends and 
interest equations are necessary to es
timate adjusted personal income, 
which is used as the tax base for per
sonal income tax and nontax pay
ments (adjusted personal income is 
defined below). The Federal Reserve 
profits tax equation is used to esti
mate the impact of inflation on Feder
al Reserve profits taxes. 

The IVA is specified to depend on 
current and two quarters of lagged in
flation rates. The CCAdj is specified 
to depend on the current GNP gap 
and a distributed lag of 18 quarters of 
inflation rates. Dividends are estimat
ed using a longrun elasticity of divi
dends with respect to book profits. 
The equation for the difference be
tween personal interest income and 
net interest is specified in the same 
way as the income share equations. 
The Federal Reserve profits tax is 
specified to depend on a distributed 
lag of four quarters of inflation rates. 

6. GNP can be factored into real potential GNP, the GNP gap, and 
prices as follows: 

GNP,=GNPK72.(1 -GNPGAPOPGNP. 
The percent change in GNP is approximately equal to the sum of 
the percent changes of these three factors, or: 

AGNP, 
GNP,., " 

AGNPK72. A(l-GNPGAP)i APGNP. 
GNPK72,., (1-GNPGAP),., PGNP,-i' 

The middle term, finally, is approximately equal 
to—AGNPGAP. 

All of these equations are used in 
two ways. The effects of current and 
lagged GNP gap terms give differ
ences between actual and high-em
ployment income shares. The effects 
of current and lagged price terms give 
inflation-induced changes in income 
shares. 

Personal taxes.—The tax base for 
personal taxes is approximated by ad
justed personal income, which is the 
sum of wages and salaries, propri
etors' income with IVA and CCAdj, 
rent with CCAdj, net interest, the dif
ference between personal interest 
income and net interest, and divi
dends. Personal tax receipts increase 
more than in proportion to increases 
in this tax base. As described in the 
November 1980 article (pp. 33-35), the 
elasticity of personal taxes with re
spect to the tax base depends on (1) 
the elasticity of taxes with respect to 
the number of tax returns and (2) the 
elasticity of taxes per return with re
spect to adjusted gross income per 
return, with each elasticity calculated 
separately for single and for nonsin-
gle returns. The total cyclical elastic
ity of personal taxes was expressed as 
a weighted combination of the four 
component elasticities. 

Inflation primarily affects income 
per return rather than the number of 
returns, and therefore the inflation 
elasticity of personal taxes is estimat
ed as a weighted average of the two 
elasticities—one for single and one for 
nonsingle returns—of taxes per 
return with respect to adjusted gross 
income per return. Weights are based 
on shares of tax payments. The re
sulting inflation elasticities, reported 
in table 8, are higher than the cycli
cal elasticities. 

Corporate profits taxes.—The tax 
base for corporate profits taxes is ap
proximated by (1) modified profits, 
which is book profits less Federal Re
serve profits less rest-of-the-world 
profits, and (2) Federal Reserve prof
its. Taxes respond in different ways to 
inflation-induced changes in these two 
components. Rest-of-the-world profits 
are assumed not to be sensitive to do
mestic inflation. 

The elasticity of corporate profits 
taxes with respect to modified profits, 
as described in the November 1980 ar
ticle (pp. 35-38), depends on the elas
ticities of (1) the average tax rate 
with respect to income subject to tax 

aST), (2) 1ST with respect to modified 
profits, and (3) tax credits with re
spect to modified profits. The first of 
these elasticities measures the effect 
of the lower rate levied on the first 
$100,000 of corporate profits. This 
effect is very small. The second elas
ticity is sensitive to relative changes 
in gains and losses (corporate profits 
is equal to the profits of profit-making 
corporations minus the losses of other 
corporations). When the source of 
change in profits is cyclical variation, 
sharp variations in losses relative to 
gains make this elasticity less than 
1.0. When the source of change is in
flation, however, losses and gains may 
be expected to rise at roughly the 
same rate and thereby keep this elas
ticity at approximately 1.0. The third 
elasticity, that of tax credits with re
spect to modified profits is assumed to 
be 1.0 whether the source of change is 
cyclical variation or inflation. These 
component elasticities lead to an in
flation elasticity of corporate profits 
taxes witK respect to modified profits 
of 1.0, higher than the cyclical elastic
ity of 0.8. 

For Federal Reserve profits, the 
supplemental equation is used to 
make direct estimates of inflation-in
duced changes in tax receipts. Such 
estimates can be made because the 
base and the tax are approximately 
equal. 

Indirect business taxes.—The tax 
base for indirect business taxes is 
GNP; that is, the response of taxes for 
each individual taxed commodity (e.g., 
alcoholic beverages) is converted from 
an elasticity with respect to changes 
in sales of the specific commodity to 
an elasticity with respect to changes 
in GNP. The responses for major cate
gories of indirect business tax receipts 
are taken from a study by the Office 
of Management and Budget of the 
demand for alcoholic beverages, tobac
co, gasoline, and other taxed commod
ities.'' The inflation elasticity of the 
windfall profits tax is assumed to be 
zero. The inflation elasticity for indi
rect business taxes, shown in table 8, 
is a weighted average of these individ
ual responses. 

Contributions for social insur
ance.—The response to inflation of 

7. Darwin G. Johnson, "The Sensitivity of the 
Budget to Inflation and the Business Cycle," Office of 
Management and Budget technical staff paper (Sep
tember 1979), p. 13. 
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payrolls, the tax base for social insur
ance contributions, is given by the 
wage and salary share equation. The 
cyclical elasticity of social insurance 
contributions with respect to changes 
in wages and salaries—estimated sep
arately for social security and for un
employment insurance—depends on: 
(1) the elasticity of contributions with 
respect to employment and (2) the 
elasticity of contributions with re
spect to average wages.® 

Inflation is assumed to affect wages 
but not employment; therefore, the 
inflation elasticities for contributions 
are set equal to the average wage 
elasticities. These are shown in table 
8. 

Expenditures 

For expenditures, the estimates of 
inflation-induced changes are limited 
to categories that change automatical
ly when prices change. For most cate
gories the classification is easy to 
make; but there are a few borderline 
cases. Federal pay is one; raises are 
linked to salaries in the private sector 
under the Pay Comparability Act of 
1970, but they are subject to further 
adjustment by Congressional or Presi
dential action. For this article, pay 
raises are assumed to be automatic 
responses to inflation. Purchases of 
goods for which unexpected price in
creases are often followed by an addi
tional Congressional appropriation, 
however, are excluded. 

It is convenient to separate infla
tion-sensitive expenditures into two 
categories: (1) directly indexed and (2) 
nonindexed but automatically sensi
tive.^ For directly indexed programs 
(social security, for example), the 
basic approach to estimating infla
tion-induced changes is to multiply 
expenditures by the percent change in 
an appropriate price index. For each 
directly indexed program. 

(3) 

where: 

AE,.=K.(^) 

AEt*=the current change in the high-
emplojrment expenditure at tr ibutable to 
inflation; 

Table 8.—Elasticities of Receipts with Respect to Inflation-Induced Changes in Tax Bases 

Year 

1955 
1956 
1957 
1958 
1959 

1960 
1961 
1962 
1963 
1964 

1965 
1966 
1967 
1968 
1969 

1970 
1971 
1972 
1973 
1974 

1975 
1976 
1977 
1978 
1979 

1980 
1981 

Per
sonal 
taxes 

1.66 
1.63 
1.63 
1.65 
1.61 

1.61 
1.59 
1.58 
1.58 
1.64 

1.64 
1.60 
1.59 
1.55 
1.56 

1.56 
1.59 
1.61 
1.59 
1.58 

1.66 
1.68 
1.72 
1.70 
1.67 

1.67 
1.67 

Corpo
rate 

profits 
taxes 

1.0 
1.0 
1.0 
1.0 
1.0 

1.0 
1.0 
1.0 
1.0 
1.0 

1.0 
1.0 
1.0 
1.0 
1.0 

1.0 
1.0 
1.0 
1.0 
1.0 

1.0 
1.0 
1.0 
1.0 
1.0 

1.0 
1.0 

Indi
rect 
busi
ness 
taxes 

0.58 
.56 
.53 
.50 
.50 

.50 

.48 

.49 

.49 

.50 

.47 

.42 

.42 

.45 

.45 

.45 

.44 

.39 

.40 

.40 

.37 

.40 

.41 

.44 

.44 

.34 

.27 

Social 
secu
rity 

contri
butions 

0.61 
.59 
.57 
,54 
,60 

,57 
,56 
,54 
,52 
,50 

,49 
.63 
.60 
.65 
.62 

,59 
.67 
,60 
,65 
,72 

1,00 
1,00 
1,00 
1,00 
.80 

.80 
,80 

Unemploy
ment 

insurance 
contribu

tions 

0.45 
.42 
.39 
.39 
.38 

.37 

.36 

.36 

.35 

.33 

.33 

.33 

.32 

.30 

.30 

.29 

.29 

.34 

.32 

.31 

.31 

.30 

.29 

.36 

.34 

.34 

.34 

8. de Leeuw, et al., " High-Employment Budget," p. 
39. 

9. For both categories of expenditures, the inflation 
adjustments are designed to show the effective date of 
the dollar adjustment in the NIPA's. 

E t = t h e current level of the high-employment 
expenditure; 

APt = t h e percent change in the price series 
F7 used to index the program (e.g., the CPI 

for social security). 

A similar approach is used for some 
nonindexed inflation-sensitive expend
itures—medicaid expenditures, for ex
ample, where there is no legislated 
link to a price index but where ex
penditures automatically rise when 
prices of medical goods and services 
rise. For other nonindexed inflation-
sensitive expenditures, a more com
plex approach is necessary. 

Directly indexed programs.—Prior 
to 1962, no sizeable Federal program 
was directly linked to changes in a 
specific price index. In 1963, legisla
tion provided that military retirement 
benefits would automatically increase 
with increases in the CPI. Since that 
time, the addition of other major Fed
eral programs—notably social secu
rity in 1975—has substantially in
creased the sensitivity of expenditures 
to inflation. Table 9 shows the effec
tive dates of the initial inflation ad
justment of major indexed programs 
and the price index used. 

The indexing provisions of social se
curity illustrate the general proce
dures used. Social security benefits 
are linked to changes in the CPI for 
urban wage and clerical workers. 
Changes in the CPI from the first 
quarter of the previous year to the 

first quarter of the current year are 
used to adjust benefits in July of the 
current year; that is, the inflation ad
justment occurs at the beginning of 
the third quarter. i° Therefore, the 
price index is constructed to show a 
"step" change in the third quarter 
and no change in other quarters. The 
timing of inflation adjustments varies 
among indexed programs, and for 
each one an appropriate price index is 
constructed in the same basic way as 
for social security. 
, Nonindexed inflation-sensitive pro
grams.—Federal expenditures that 
are not explicitly linked to changes in 
specific price indexes, but that never
theless change automatically with 
changes in prices or wages, include 
medicare, medicaid, regular unem
ployment benefits. Federal pay, and 
net interest. The first two provide 
payments for medical care, which rise 
as the cost of that care rises. To esti
mate the inflation-induced change in 
medicare and medicaid payments, the 
medical care component of the CPI is 
used. 

Regular unemployment benefits 
rise as the average wage rate rises. 
The results of recent studies of wage 
behavior were used to estimate the in
flation-induced portion of changes in 
average wages as a function of a 
weighted average of current and past 

10. If the CPI increases by less than three percent 
or declines, no adjustment to benefits is made. 
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Table 9.—Effective Date of Initial Inflation 
Adjustment, Directly Indexed Expenditure 
Programs 

Program 

Military retirement 
benefits. 

Civil Service retirement 
beneHts. 

Workers' compensation 
for Federal employees 
(FECA). 

Coal Miners' disability 
and survivor benefite 
(Black lung programs). 

Food stamps 
Child nutrition., 

Old-Age, survivors, and 
disability insurance 
(OASDI) benefits. 

Railroad 
benefits. 

retirement 

Supplemental security 
income (SSI). 

Veterans pensions and 
survivor benefits. 

Date of 
initial 
adjust
ment 

in 
NIPA's 

1963:4 

1965:4 

1966:4 

1971:1 

1971:3 
1974:1 

1975:3 

1975:3 

1975:3 

1979:3 

Index used 

CPI. 

CPI. 

CPI; General Schedule of 
Federal salaries. 

General Schedule, GS-2 
level. 

Thrifty Food Plan Index. 
CPI for food away from 

home; Producer Price 
Index for selected com
modities. 

CPI. 

CPI. 

CPI. 

CPI. 

NOTE.—CPI is the Consumer Price Index-

changes in the GNP deflator. ̂ ^ This 
portion was used to calculate infla
tion-induced changes in regular un
employment benefits. 

Federal pay raises are explicitly 
linked to the salaries of private sector 
workers in comparable occupations 
under the Pay Comparability Act of 
1970. Under this act, an annual per
centage adjustment to achieve Feder
al worker salary comparability is cal
culated. This adjustment becomes ef
fective in October of each year unless 
the President substitutes an alterna
tive or Congress disapproves the rec
ommended adjustment. In this article, 
the increases that actually occur in 
Federal pay since the act took effect 
are attributed to inflation. 

Inflation affects net interest pay
ments in two ways. First, interest 
rates tend, after a lag, to reflect 
changes in inflation rates. Second, in
flation affects the debt on which in
terest must be paid through its im
pacts on receipts and expenditures. 
The interest rate effect works in the 
opposite direction from the debt 
effect. It is necessary to take account 
of both effects to make an estimate of 

the impact of inflation on interest 
payments. 

To estimate the effect of inflation 
on interest rates, net interest pay
ments were divided into two catego
ries, interest payments on Treasury 
bills and interest payments on net 
debt (total debt held by the public 
minus direct loans outstanding) ex
cluding Treasury bills. An effective 
interest rate for each category was 
calculated. Regression equations were 
then used to estimate the response of 
these interest rates to inflation. The 
equation for the effective Treasury 
bill rate, a relatively short-term rate, 
is: 

(4) R t = - 0 . 0 5 8 
( -3 .0) 

0.013(Y/M)t 0.054 A(Y/M)t 
(3.0) ~ ( - 1 . 3 ) 

- 13.54 (DPt*GNPGAPt) 
( -2 .0) 

I WiDPt.; 

it-o (4.4) 

wo=1.60 
wi=0.76 
W2=0.43 
W3=0.39 
W4=0.45 
W5=0.39 

2wi=4.02 

Period of fit: 1970:1-1981:1; R=» = 0.66; 
D-W = 0.43. 
where: 

R = t h e effective interest ra te on Treasury 
bills (annual rate); 

Y / M = G N P divided by the money supply 
(Ml-B); 

D P = t h e percent change (quarterly rates) in 
the GNP deflator " ; 

G N P G A P = t h e GNP gap. 

Because R is an effective annual rate 
and DP is a quarterly rate, the sum of 
the coefficients of current and lagged 
DP, 4.02, suggests that a one percent
age point rise in the annual inflation 
rate causes R to rise by (4.02-^4), or 
1.01 percentage points when the GNP 
gap is zero. The DP*GNPGAP vari
able causes the impact of inflation to 
fall moderately when GNP is below 
potential and to rise moderately when 
GNP is above potential. 

The equation for the effective rate 
on net debt excluding Treasury bills, 
a relatively long-term rate, is: 

(5) RLt= 
4? WiRt-i-)-0.843ut-i 

w„=0.058 
w,=0.061 
W 2 = 0 . 0 6 3 
W3=0 .065 
w,=0.067 
W5=0.067 
We = 0.067 

w,=0.067 
W8=0.066 
W9=0.064 
w,o=0.062 
w„=0.059 
w,2=0.056 
wj3=0.051 

WH=0.046 
w,5=0.041 
Wi6=0.034 
w„=0.027 
wx<, = 0.019 
w,9=0.010 
2w,=1.052 

Period of fit: 1968:3-1980:3; R2=0.94; 
D-W=2.40. 
where: 

R L = t h e effective interest ra te on net debt 
excluding Treasury bills (annual rate); 

R = t h e effective interest ra te on Treasury 
bills (annual r a t e ) " ; 

u = t h e error term. 
The sum of the R coefficients, 1.052, 
implies that a change in the short-
term rate R is eventually followed by 
a slightly larger change in the long-
term rate RL. The lag is very long; 
over short periods RL is much 
smoother than R. The impact of infla
tion on RL takes place through its 
impact on R and therefore develops 
slowly. 

The impact of inflation on the debt 
is due to its differential impact on re
ceipts and expenditures. Because in
flation tends to increase receipts more 
than expenditures, it decreases the 
debt (or reduces the increase in the 
debt). Estimates of the debt effect are 
based on simulations of the entire set 
of receipts and expenditure equations 
described in this article. The alloca
tion of the debt effect between Treas
ury bills and other net debt is based 
on regression estimates of the change 
in bills associated with each dollar of 
surplus or deficit and of the change in 
other net debt associated with each 
dollar of surplus or deficit. 

The effects of a change in the rate 
of inflation on interest pajonents con
tinue to develop over many quarters, 
partly because of the long lags in the 
long-term rate equation and partly 
because the debt effects continue to 
grow over time. The calculations re
ported here are based on a four-quar
ter time-span; that is, they measure, 
for each quarter, the interest rate and 
debt effects during four quarters 
ending with the current quarter. The 
reason for choosing a four-quarter 
cutoff is that the impact on changes 
in interest payments, which is the 
focus of this study, settles down to a 
stable amount after four quarters of a 
sustained change in the rate of infla
tion. 

11. See Robert J. Gordon, "Can the Inflation of the 
1970's be Explained?" Brookings Papers on Economic 
Activity, no. 1 (1977), especially pp. 264-272. 

12. The weights for the price^ihange variable were 
estimated by the Almon technique, using a third-
degree polynomial constrained to zero at the far end. 

13. The weights for the effective interest rate on net 
debt excluding Treasury bills were estimated by the 
Almon technique, using a third^iegree polynomial 
constrained to zero at the far end. 
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